COMMANDANT NOTICE 7100

Subj:

Commandant

United States Coast Guard

2100 Second Street, S.W.
Washington, DC 20593-0001
Staff Symbol: G-CFS

Phone: (202) 267-1180

COMDTNOTE 7100

MAR 29 2001

CANCELLED: MAR 28 2002

CH-8 TO THE FINANCIAL RESOURCE MANAGEMENT MANUAL (FRMM),

COMDTINST M7100.3A

1. PURPOSE. ThisNoticeincorporates Chief Financial Officers (CFO) Act policies regarding

2.
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Financia Policy For Internal Use Software into the FRMM.

ACTION. Areaand district commanders; commanders of maintenance and logistics
commands; and commanding officers of headquarters units, assistant commandants for
directorates, Chief Counsel, and special staff offices at Headquarters are directed to
incorporate the enclosed policy changes into their standard operating procedures.

DIRECTIVES AFFECTED. This Notice constitutes Change 8 to the Financial Resource

Management Manual (FRMM), COMDTINST M7100.3A.

PROCEDURES. Make the following changes to the Financial Resource Management

Manual (FRMM). Remove and insert the following pages:

DISTRIBUTION — SDL No. 139

Remove

Table of Contents p. iii thru iv

p. 7-1thrup. 7-2

p. 7-43 thru p.7-44

Table of Contents p.iii thru iv
p. 7-1thrup. 7-2

p. 7-43 thru p.7-52
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COMDTNOTE 7100

5. SUMMARY OF CHANGES. Thischange incorporates Chief Financia Officers (CFO) Act
policies regarding Financia Policy for Internal Use Software.

Robert S. Horowitz
Director of Finance and Procurement

Encl: (1) CH-8 To The Financial Resource Management Manua (FRMM),
COMDTINST M7100.3A
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Encl

CH-8

7-7 ACCOUNTI NG FOR COAST GUARD | NTERNAL USE SOFTWARE
| ssue

To establish the accounting policy for internal use
sof t war e.

Applicability

Thi s gui dance i nplenents the requirenents of the

St at enent of Federal Financial Accounting Standards
(SFFAS) Nunber 10, Accounting for Internal Use

Sof tware, which requires Federal agencies to
capitalize the cost of software when such software
neets the capitalization criteria as defined bel ow
The Standard is effective Cctober 1, 2000, and is
applicable to all internal use software either
devel oped by Federal entities or procured froma
contractor. Costs incurred prior to the effective
date will not be capitalized.

Definitions

Capital Software Project: A project that neets the
requi renent for capitalization, regardl ess of funding
source, as follows:

(1) An internal use software project which neets or
exceeds a cost of $200, 000.

(2) An increase in the capacity and/or capability of
an existing software (inprovenent/enhancenent) of
$200, 000 or nore.

Software Project Manager: Person responsible for
i npl enentation of a capital software project.

Sof t war e Program Manager: Person responsible for
managenent and admi ni stration of capital software
proj ect which has been depl oyed.

Enhancenents: Capitalizable enhancenents are defined
as significant changes to software that neet the
capitalization threshold and add capability or
functionality.
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Internal use software: Software that is purchased
commercially off-the-shelf, internally devel oped, or
contractor-devel oped solely to neet Coast CGuard's
internal or operational needs.

(1) Commercial Of-The-Shelf (COTS) software: COTS
software refers to software that is purchased
froma vendor and is ready for use with little or
no change.

(2) Devel oped Software

(a) Internally devel oped software: Software that
Coast CGuard enpl oyees actively devel oped,
i ncl udi ng new software and exi sting or
pur chased software that has been
substantially nodified with or without the
assi stance of contractors.

(b) Contractor-devel oped software: Software that
t he Coast CGuard enpl oyed a contractor to
design, program install, and inplenent,

i ncl udi ng new software and exi sting or

pur chased software that has been
substantially nodified w thout substantive
enpl oyee i nvol venent beyond contract
noni t ori ng.

Proj ect Managenent Data Sheet (PMDS): A sunmary of
total software project capital and non-capital
expendi t ures.

RESPONSI BI LI TI ES

O fice of Financial Systens Commandant, (G CFS):
Devel ops and promnul gates policy regardi ng accounting
for costs associated with Coast Guard internal use
sof t war e.

O fice of Financial Managenent, Commandant (G CFM:
Provi des subsequent oversight to field units in order
to ensure adherence to the software capitalization

policy.
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Coast CGuard Fi nance Center (FINCEN):

(1) Maintains general |edger bal ances and supporting
docunentation for anortization of internal use
sof t war e.

(2) Prepares year-end and ot her applicable adjusting
journal entries to trace the value of internal
use software.

(3) Takes lead in ensuring annual reconciliation of
subsidiary records to the accounting system This
i ncludes preparing a list of reconciling itens
for transmttal to the HQ program manager to
assist in reconciling subsidiary records to the
accounting system

(4) Ensures conpleted capital software projects are
removed fromthe work in progress account and
transferred to the appropriate capital asset
account. This transaction is based upon
i nformation supplied by the Software Project
Manager .

(5) Ensures internal use software assets neeting
capitalization requirenments are accurately
recorded in the correct Property, Plant and
Equi pnrent (PP&E) accounts.

(6) Upon receipt of signed disposal docunents, makes
an appropriate accounting entry to reduce val ue
of inpaired capitalized software.

(7) Establishes procedures, including data collection
requi renents, applicable Coast Guard-wi de to
carry out the requirenents of this policy.

Ofice of Information Technology (IT) and Systens
Strategies, Comandant (G CIS): Requires that all G
Cl' S approved internal use software projects with a

sof twar e budget of $200,000 or greater are reported to
the FINCEN (FR) annually by the Software Project
Manager .

7-46



M_.C Commander s, Headquarters Program Managers, and
Commandi ng O ficers of Headquarters Units:

(1)

(2)

Assigns a Software Project Manager for al
Internal Use software projects and a Software
Program Manager for all conpleted software
proj ects.

Ensures Software Project and Program Managers
conply with these requirenents.

Sof tware Project Manager:

(1)

(2)

(3)

(4)

(5)

(6)

(7)

Mai ntai ns financial accountability for software
proj ects.

Fills out a Software PVMDS Form and submts it to
t he FI NCEN (FR).

Subm ts revised Software PMDS Forn(s) to FI NCEN
(FR) reflecting actual costs, for all conpleted
proj ects.

Ensures the proper accounting line is entered on
all procurenent docunents and into the unit’s
appropriate financial system This nust include
correct programelenents for projects if
applicable, cost center of benefiting unit, and
correct object class code for capitalization,
wher e appropri ate.

Requires the establishnent of a unique identifier
for each internal use software capital project in
the financial information system FINCEN (FR)

wi || provide guidance.

Requires the tinmely, conplete and accurate
reporting of all conpleted projects thereby
enabling the FINCEN (FR) to properly capitalize
the software project.

For internally devel oped software, submts cost
data on Coast Guard resources consuned,

particul arly prograner and system anal yst usi ng
St andard Personnel Cost (SPC).
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(8 Records in LUFS-NT tinely, conplete and accurate
transactions for all capitalizable internal use
software projects in accordance with established
policy (section VI). Maintains accurate project
accounts, notifies the FINCEN (FR) when an asset
has been accepted for nmultiple asset delivery
projects and when a project is conpleted.

(9) The above requirenents shall be net in accordance
with the procedures established by the FINCEN
(FR

Sof t war e Program Manager

(1) Establishes baseline inventories of internal use
software and nmaintains inventory records on an
ongoing basis in their areas of responsibility in
accordance with section VI bel ow.

(2) Reconciles, on an annual basis, changes in
internal use software inventory in the Coast
Guard designated fixed asset subsidiary system

(3) Requires tinely notification to FINCEN (FR)
regarding internal use software inpairnment or
di sposal

CAPI TALI ZATI ON CRI TERI A

Capitalization Threshold. Capitalize internal use
software with a service life of two years or nore and
whi ch cost $200, 000 or nore to acquire, devel op, set-
up, inplenent, and/or enhance.

Bul k Purchases. A bul k purchase of software is the
single purchase of like itens of software in a | ot
(e.g. multiple copies of Wndows 2000, M5 Ofice
2000). Bul k purchases of internal use software and
nodul es/ conponents of a total software systemt hat
each individually nmeet the capitalization threshold
shall be capitalized and systematically anortized over
the estimated useful life of the software or 36 nonths
whi chever is less. The 36-nonth period should be
based on the rel ease date of the product rather than
the purchase or acquisition date. If the per item
cost of a bul k purchase does not neet the
capitalization threshold, it should be expensed in the
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period acquired. Bulk Purchases held in the Supply
Fund shall be treated as inventory until sold (e.g.
Oracle Fixed Assets, Entrust Digital Signature).

C. Di stingui shing Capital from Qperating Expenditures.
Tabl e 1 contains the phases of a software project and
the appropriate accounting treatnents for the costs
incurred at each phase.

Phases of Software Task/ Project Account i ng
Tr eat ment

Prelimnary Design

 Conceptual formulation of * Expense
alternatives . u

« Evaluation and testing of . u
alternatives

* Determ nation of existence of . u“

needed t echnol ogy

* Final selection and project
approval

Sof t war e Devel opnent/ Set - Up

» Design of chosen path including |« Capitalize
software interfaces

e Codi ng/ Set - Up . “
e Docunent ation . “

e Acceptance/ Testing/Installation/ |-« “
| mpl enent ati on

Post | npl enent ati on/ Oper ati onal

 Application M ntenance » Expense

« Enhancenents e See VI. C

e | npairnent * Reduce Val ue

e Retirenent * Renpbve Asset
Tabl e 1.

NOTE: I n accordance with SFFAS, No. 10, training and data
conversion expenditures shall be expensed.

7-49 CH-8



VI .

CH-8

Specific Capitalization Guidance

The follow ng costs related to the purchase,

devel opnment, or nodification of internal use software
shall be initially capitalized in Oracle Projects, if
t he costs neet/exceed the $200, 000 capitalization cost
threshold and the software is expected to have a
service life of two years or nore:

Sources of Internal Use Software:
(1) Internally Devel oped Software.

(a) Capitalized cost shall include the full cost
(direct and indirect cost) incurred by the
Coast Guard during the software devel opnment
stage. Such cost shall be Iimted to costs
incurred after:

(A) Managenent authorizes and commts to a
conput er software product or project and
believes that it is nore likely than not
that the project will be conpleted and the
software will be used to performthe
i ntended function with an estinmated
service life of 2 years or nore and;

(B) The conpletion of conceptual fornulation,
design, and testing of possible software
project alternatives (the prelimnary
desi gn stage).

(b) The personnel and related cost of Coast CGuard
resources expended during the software
devel opnent or custom zation stage shall be
capitalized. To facilitate this process, the
personnel hours for programmers and system
anal ysts shall be costed at the prevailing SPC
Rate and reported in March and Septenber to
t he FINCEN (FR).

(2) Contractor-devel oped software. Capitalized costs
shall include the anbunt paid to a contractor to
design, program install, and inplenent the
software. In addition, material internal costs
incurred by the Coast Guard to inplenent the
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contract or-devel oped software and ot herw se nmake
it ready for use shall be capitalized.

(3) COrS. Capitalized costs shall include the anount
paid to the vendor for the software license. In
addition, material internal costs incurred by the
Coast Cuard including contractor cost to adjust
and i npl ement the software and ot herw se nmake it
ready for use shall be capitalized.

B. Anortization: Total capitalized cost for a software
project shall be anortized over a 3-year period.
However, where the project contains independent/stand-
al one nodul es or conponents, anortization shall begin
when that nodul e or conponent has been successfully
tested and inplenmented. |If the use of a nodule is
dependent on conpl eti on of another nodul e(s), the
anortization of that nodule shall begin when both that
nodul e and t he ot her nodul e(s) have successfully
conpl eted testing/inplenentation.

C. Enhancenent s:

(1) The acquisition cost of significant enhancenents
(added capability/functionality) to existing
internal use software which neet the
capitalization threshold shall be capitalized.

(2) Enhancenents normally require new software
specifications and may require a change of all or
part of the existing software specifications as
well. The cost of m nor enhancenents (not
nmeeting the capitalization threshold) resulting
from ongoi ng systens nmai ntenance shall be
expensed in the period incurred. For exanple,
upgrading to a new operating system (e.g. W ndows
2000) purchased in bul k. Also, the purchase of
enhanced versions of software for a nom nal
charge shall be expensed in the period purchased.
Costs incurred solely to repair a design flaw or
to perform upgrades that may extend the useful
life of the software w thout adding
capabilities/functionality shall be expensed.

D. I ntegrated software: Conputer software that is

integrated into and necessary to operate PP&E, rather
than perform a stand-al one application. The software
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is considered part of the PP&E. Its cost, shall be
recorded within the PP&E account abl e system and be
anortized accordingly (e.g. software for Vesse
Traffic Systen).

Cutof f for Capitalization: Excluding capitalizable
enhancenments, cost incurred after final software
acceptance testing and successful inplenentation shal
be expensed. For projects involving nultiple site
installation, the costs capitalized for each site
shall accrue only until testing/inplenmentation is
conpl et ed.
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